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2 
Values in millions U.S. $ unless 
otherwise indicated Exchange Rate: 


U.S. $1.00 = 7.1428 Kenya Shillings 


ECONOMIC INDICATORS 


% Change 

1972 1973 1974 1973/74 
Population at mid-year (millions) 
GDP at constant (1964) prices 
Per capita GDP at constant (1 
GDP at current prices 
Per capita GDP at current prices 
GNP at current prices 
Per capita GNP at cu 
Gross fixed capital formation at 

constant (1964) prices 304.4 .6 
Gross fixed capital formation at current prices 449. 490.5 526.6 8 
Money supply (Dec. 31) 559. 693.0 746.2 7.9 
Commercial bank credit outstanding (Dec. 31) 339. 451.9 579. 26.2 
Commercial bank deposits (Dec. 31) 496. 93. 
Ratio of lending to deposits (Dec. de 
Treasury bill interest rate (Dec. 31) 
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Internal public debt (June 30) 247. 07. 61.6 
External public debt (June 30) 296.1 54. 61.8 8 


WwW 


*Debt service ratio 3.0% % 6% - ° 
Foreign exchange reserves (Dec. 31) 202.1 229. 84.3 - . 
Balance of payments (surplus +, deficit -) 

Trade balance - 176.0 - 141.2 - 414.3 - 193.4 

Total current account = O8.1 - 133.0 = 329.1 = 144.4 

Capital Movements + 91.8 + 152.9 + 211.6 + 38.5 

Overall balance + 25.2 + 30.5- 91.8 - 396.4 
Import price index (1964 = 100) 131 150 241 + 60.7 
Export price index (1964 = 100) 119 138 180 + 30. 
Terms of trade (1964 = 100) 91 92 1% = 18.9 
Foreign trade: 

Total imports (C.I.F. ) 535.1 610.7 1,025.8 


from U.K. 141. 142.1 
from 


from 
from 
from Saudi Arabia 
from U.S.A. 
from Netherlands 
from France 
Total exports ( 
to Uganda 
to Tanzania 
to U.K. 
to F.R. 
to Netherlands 
to Zambia 
to Belgium . 
to U.S.A. 14. 
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*Service charges on external public debit, divided by credits on balance of pay- 
ments current account excluding international investment income, private and 
government transfers. 
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% Change 
1972 1973 1974 1973/74 
Lower income consumer price index (Dec. 31) 103.9 119.5 138.7 + 16.1 
Middle income consumer price index (Dec. 31) 105.0 118.4 134.7 + 13.8 
Industrial production index 127. 140.2 149.4 + 4 
Electric power consumption (million KWH) 7904.8 859.7 924.9 + 7.6 
Private urban construction completed 36.6 25.6 23.9 6.6 
Employment in the modern sector (thousands ) 719.8 761.4 620.3 8.5 
Earnings in the modern sector 579.0 047.4 708.1 18.6 
Arrivals of visitors (thousands) te.d ot. 1ST 6 
Hotel bed-night occupancy (thousands 4,980 5,855 4 
Hotel bed occupancy rate 49.7 47. 2 
New motor vehicle registration (thousands ) 15.8 13.9 J 
Freight handled at Mombasa port (000 metric tons)5,922 6,724 6,522 - : 
Freight handled at Nairobi airport (000 MT) 25.9 28.3 — + 
Production of major products: 
Crude oil throughput (million liters) 2,925 3,069 
Coffee (000 metric tons) 62.0 71.2 70.1 - 5 
Tea (000 metric tons) ; 56. : 
Wheat (000 metric 
Sugar (000 metric tons) 
Sisal (000 metric tons) 
Pyrethrum extract (met 
Cattle and Calves (000 head) 
Milk (million liters) 
Beer (million liters) 


Main imports from U.S.A. (1974): Kraft papers, $4.3 million; aircraft, $2.6 
million; aircraft parts, $2.3 million; tractor chassis, $2.0 million; tele- 
communications equipment, $1.7 million; fungicides, $1.7 million; insecticides, 


$1.6 million; anti-knock compound, $1.4 million; and mineral crushing machinery, 
$1.4 million. 


Main exports to U.S.A. (1974): Arabica coffee, unroasted (6,579 metric tons) 
$7.3 million; tea (6,000 metric tons) $6.8 million; pyrethrum extract (141 metric 
tons ) $3.9 million; sisal fiber (802 metric tons) $528,000; wood carvings, 
$328,000. 
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ECONOMIC REFERENCES: Economic Survey 1975, Ministry of Finance and Planning 
(MFP ); Development Plan 1974-1978, MFP; Sessional Paper on Economic Prospects 
and Policies, MFP; Statistical Abstract 1974, MFP; Annual Trade Report of 


Tanzania, Uganda, and Kenya 1974, East African Customs and Excise Department; 
1975/76 Estimates of Revenue, 1975/76 Estimates of Recurrent Expenditure, and 
1975/76 Estimates - Development, MFP; A Guide to Industrial Investment in Kenya, 
Ministry of Commerce and Industry; Economic and Financial Review, Central Bank 

of Kenya; Economic Trends (in Kenya ) and Their Implications for the United 
States, Nairobi A-57, July 2, 1974; U.S. Private Investment in Kenya, Nairobi 
A-72, Aug. 27, 1974; Kenya's Balance of Payments, Nairobi A-106, Nov. 1, 1974; 
Kenya Establishes Export Subsidy, Nairobi A-110, Nov. 15, 1975; Kenya Adopts 

New Foreign Exchange Restrictions; Nairobi A-120, Dec. 13, 1974; Kenya's Foreign 


Trade, Nairobi A-53, April 25, 1975; Kenya Modifies Its Economic Growth 
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SUMMARY 


After ten years of sustained, rapid economic growth, the Kenyan 
economy was particularly hard hit by world-wide inflation and 
economic recession. In 1974 it had its slowest rate of growth 
and largest balance of payments deficit since independence. To 
adjust to the new economic climate, the Kenyan Government in mid- 
1975 modified its basic economic growth strategy by placing 
greater emphasis on the agricultural sector and those industrial 
projects which have low import requirements and high employment 
potential. This strategy is expected to produce more rapid 
economic growth in 1975 than was experienced in 1974 and to 
reduce the size of the balance of payments deficit. Because of 
the foreign exchange restraint created by its balance of payments 
problems, Kenya does not expect to increase its imports during 
1975 but several significant opportunities exist for U.S. ex- 
porters. Kenya continues to offer attractive investment oppor- 
tunities for U.S. corporations. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance in 1974 

The growth rate of the Kenyan economy in 1974 slowed significantly 
for the first time since independence. The overall growth rate of 
the Gross ‘Domestic Product, in constant prices, was only 3.6 per- 
cent, compared to an annual average of 6.2 percent since 1964. 
When allowance is made for the deterioration in Kenya's terms of 
trade experienced during the year, GDP in real terms is estimated 
by the Kenyan Government to have declined by 2.2 percent from 
1973. Adjusting for population growth, this means that real per 
capita income fell by 5.5 percent in 1974, the first time a 
decline in per capita income has been recorded since independence. 
In current prices which include inflation, GDP grew from $2.03 
billion in 1973 to $2.34 billion in 1974, an increase of 15.2 
percent. Sharp rises in the prices of imports, particularly 
petroleum, and a poor agricultural season due to insufficient 
rains were major causes of the economy's weak performance. 


The sharp rises in the prices Kenya pays for its imports produced 
a 68 percent increase in the value of imports, which reached 
$1,026 million, although there was only a 4 percent increase in 
import volume. The physical volume of exports declined by almost 
two percent but price increases raised their monetary value to 
$611 million, 30 percent greater than in 1973. The $414 million 
trade deficit was by far the largest Kenya has ever experienced. 
The sharp rises in imports prices was only partially offset by 
higher export prices and Kenya's terms of trade deteriorated 
markedly, from 92 to 75 on the 1964 based index. 


Large Payments Deficit Experienced 


The tripling of Kenya's trade deficit to $414 million produced a 
record balance of payments deficit in 1974. According to the 
"Basic" balance of payments reporting format, which accounts 
private, short term credits along with changes in official foreign 
exchange reserves as accommodating flows, this deficit was $137 
million, compared to a $15 million surplus in 1973. In 1974 the 
net inflow of private, short term capital jumped by $30 million 
from the 1973 level to reach $45 million. This total included 

$37 million in trade credits, much of which, according to business- 
men and bankers in Kenya, was forced, unplanned credit due to 
their inability to get timely approvals from the Central Bank of 
Kenya to pay their import bills. According to the "Official 
Settlements" reporting format, which treats private, short term 
credits as autonomous flows along with long term credits, the pay- 
ments deficit was $92 million, compared to a $30 million surplus 
in 1973. 


The 1974 payments deficit would have been much larger if Kenya had 
not been able to increase its net inflows of current account 





"invisibles" from $8 million in 1973 to $89 million in 1974, and to 
increase its net long term credits from $137 million to $176 
million. The net surplus in long term capital flows included $64 
million in grants and credits to the Kenyan Government, $15 million 
in credits to government corporations, and $97 million in private 
capital. Official transactions necessary to settle Kenya's 1974 
international accounts included a $45 million draw down of foreign 
exchange reserves, the drawing of its gold tranche from the Inter- 
national Monetary Fund, and $40 million of borrowings from the 
IMF's Special Oil Facility. At the end of 1974, Kenya's foreign 
exchange reserves were $184 million, equal to two months of im- 
ports at current levels. 


Outlook for 1975 

Faced with the prospect of continued, massive balance of payments 
deficits unless remedial steps are taken now, the Kenyan Govern- 
ment has recently adopted an economic strategy which places greater 
emphasis on the agricultural sector and calls for slower economic 
growth and less domestic consumption than previously planned. To 
implement this strategy, the Government will use a mix of fiscal 
and monetary policies. On the fiscal side, it will restrain 
government expenditures and shift the weight of development ex- 
penditures toward agriculture and rural development which require 
less foreign exchange outlays than does industrial development, 
toward early maturing and quickly productive projects, and toward 
projects with low import requirements and high employment potential. 
In addition, the Government plans to raise sales taxes, in pre- 
ference to import duties, on some goods it wishes to discourage in 
both domestic production and imports, to modify the tariff structure 
toward uniformity by reducing existing protective duties on some 
consumer goods and raising existing duties on capital goods, to 
continue export subsidies for manufactures at the present ten per- 
cent level, to modify investment allowances to encourage more labor 
intensive methods of production, and to introduce a capital gains 
tax which will discourage speculative uses of capital. 

On the monetary side, the Government has allowed interest rates to 
rise and will keep a firm control over the money supply. These 
tight credit policies will be supplemented with administrative 
guidelines designed to distribute credit within Kenya to its most 
productive uses and to encourage the flow of foreign exchange into 
Kenya. To achieve these ends, the Central Bank will require 
commercial banks to limit the increase of credit to the private 
sector to 12 percent per annum, to give priority in granting credit 
to Government, export businesses, manufacturing, agriculture, and 
tourism, to give preference to the extent possible to the needs of 
small business when granting credit to the private sector, to pro- 
vide no credit to foreign controlled .companies operating outside of 
the priority sectors listed above and to limit the credit available 
to foreign controlled companies operating mainly in the priority 
sectors to sixty percent of their foreign exchange investment. 





Improvement Expected 
successful, this strategy is expected to close the balance of 


payments gap by the end of the current Development Plan in 1978, 
but at a cost. The cost will be the lowering of the projected 
real growth rate of the economy from an average of 7.4 percent 
annually to 6.0 percent during the period and lowering the annual 
increase in real per capita income from 3.7 percent to only 1.3 
percent. Even these more modest growth rates will be difficult 

to achieve in 1975 although some improvement over 1974 is expected. 
Favorable weather conditions have existed during the 1974/1975 
season and increased agricultural output is expected; manufacturing 
is also expected to grow faster than it did in 1974. Building and 
construction is likely to have a second year of stagnant or 
reduced output but most of the other sectors of the economy will 
probably show some real growth and the economy as a whole is ex- 
pected by the Government to achieve real growth of between 4.0 

and 5.5 percent in 1975. 


Continued high levels of monetary inflows and a reduced current 
account deficit are expected to produce a somewhat smaller balance 
of payments deficit in 1975. Imports during the first quarter of 
1975 were less than the corresponding quarter of 1974 and foreign 
exchange reserves rose during the quarter. The large build-up of 
inventories - a hedge against continued, rapid price increases - 
which took place during the last half of 1974 and contributed 


heavily to the 1974 trade deficit will reduce the need for imports 
during 1975. The lower volume of imports is expected to more than 
offset continued price increases to result in a lower value as well 
as volume of imports. Exports are expected to have a small increase 
in volume but a decline in unit value will result in a lower value 
for total exports. As the decline in the value of exports is 
expected by the Government to be smaller than the drop in the value 
of imports, Kenya should have a somewhat smaller trade deficit in 
1975. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Pattern 

Exports from the United States to Kenya totaled $58 million in 

1974, a 24 percent increase in value from 1973, but there was 
probably no increase in volume as the greater value can be more 

than accounted for by price increases. The U.S. slipped from fourth 
place to sixth place among Kenya's foreign suppliers as the U.S. 
share of the market declined from 7.7 percent in 1973 to 5.7 percent 
in 1974. The major components of U.S. exports to Kenya are listed 
on page three of this report. 


Because no growth is expected in either the value or volume of 
imports during 1975, the general outlook for improved U.S. sales 





is not encouraging. There are, however, two factors which could 
enable U.S. exporters to increase their market share relative to 
their major competitors. The first of these factors is that the 
value of the Kenya shilling is tied to the U.S. dollar and has 
depreciated with the dollar in international financial markets. 
The shilling's trade-weighted depreciation was 5.7 percent during 
1974, but with no change in the dollar/shilling exchange rate, 
U.S. exporters have gained an added competitive edge. The other 
factor which should contribute to a larger U.S. market share is 
that U.S. exports have traditionally been concentrated in in- 
dustrial raw materials and intermediaries, capital goods, and 
agricultural inputs. These products will be the least affected 
by Kenya's import restraint programs as they are necessary com- 
ponents of Kenya's modified economic growth strategy. 


The agricultural sector should be particularly promising for U.S. 
exporters. The greater emphasis placed on agricultural develop- 
ment by the modified growth strategy should create greater demand 
for the insecticides, pesticides, and fungicides that U.S. manu- 
facturers traditionally supply to the Kenyan market. In addition, 
there is a rapidly growing demand for modern grain handling equip- 
ment and for sugar cane handling and processing equipment. Kenya 
also plans to do much more of its own processing of agricultural 
products than heretofore and will become an increasingly good 
market for food processing and packaging machinery. To assist 
U.S. manufacturers in developing these markets, the U.S. Depart- 
ment of Commerce during the next year will sponsor two major 

trade promotion events in Kenya directly related to the agri- 
cultural sector. In October 1975 a Food Processing and Packaging 
Trade Mission will visit Kenya, and a number of other African 
countries,to meet with Kenyan buyers. In June 1976 an Agricultural 
Equipment and Livestock Catalog Show will feature the product 
literature of U.S. manufacturers. This literature will be 
supplemented by the presence of a technical expert, usually from 
the industry's trade association, to answer the questions of 
visitors to the show. U.S. manufacturers interested in the pro- 


motional events should contact the Department of Commerce for more 
information. 


The Importance of Credit 

Decreased foreign exchange availability and Government credit guide- 
lines which will tend to discourage imports mean that external 
credit is an increasingly important part of many export sales to 
Kenya. In addition to their internal company resources, U.S. manu- 
facturers have several sources they can use to finance exports to 
Kenya. The Export-Import Bank of the United States has demonstrated 
increasing willingness to support U.S. sales in Kenya with its 
concessionary financing and loan guaranties. Several U.S. banks 
have branches or representative offices in Nairobi and can provide 


trade financing as well as on-the-spot knowledge of the Kenyan 
market. 





Investment Opportunities 

During the last twelve months, U.S. corporations have made or 
committed almost $25 million in new investments in Kenya, bringing 
the total direct U.S. investment to approximately $125 million. 
Among the largest projects were N-Ren Corporation's participation 
in a $54 million fertilizer plant and General Motors Corporation's 
participation in a $15 million truck assembly plant. In addition 
to new investment, several U.S. corporations which have had 
operations in Kenya for many years have recently increased the 
size of their investments. All of these investments - either new 
investments or expansion programs - were made after careful 
analyses by businessmen who reacted to what they obviously think 
is a good investment climate offering opportunities for good 
profitability for years to come. 


The welcome the Kenyan Government has traditionally given to 
foreign investment has been repeated and re-emphasized in several 
recent government pronouncements and the Government is actively 
seeking foreign partners in a number of projects which it has 
identified as having excellent potential. These projects include 
several mining ventures, the manufacture of synthetic fibers, the 
Spinning and weaving of textiles, the production of basic in- 
dustrial chemicals, and the processing of a wide range of agri- 
cultural products. Investment in industries which have potential 


for exports will be given priority over import substitution in- 
dustries. At the same time, increased investment in new industries 
by Kenyans as well as their foreign partners will close many 
markets now supplied by imports. U.S. companies are therefore 
advised to investigate investment opportunities as well as export 
sales opportunities if they hope to supply the Kenyan market in 
future years. 





INTERNATIONAL ECONOMIC INDICATORS 
AND COMPETITIVE TRENDS 


This important new periodical pro- 
vides comprehensive, up-to-date 
statistical information for the 
United States and its seven prin- 
cipal industrial competitors — 
France, Federal Republic. of 
Germany, Italy, Netherlands, United 
Kingdom, Japan, and Canada. 


Data are presented in four sec- 
tions. 


Economic Prospects And Recent Trends 


2 Changes in Key Competitive Indicators 


@ Basic Data For Indicators 


@ Notes And Sources 


International Economic Indicators and Competitive Trends is a valuable reference for 
business analysts, economists and others who wish to assess the relative competitive 
position of the United States. Attractively presented tables, charts, and text provide 
a clear and easily readable source of the latest statistical information. It may be 
used for an overall view of international trends, or as a basis for more detailed anal- 
yses of the economic situation in the major industrial countries. 
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